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Introduction
While a benevolent dictator or a welfare maximizing government would choose the optimal level of debt to finance public expenditures, in reality politicians face many incentives to leave the path of welfare maximizing indebtness; particularly as the optimal level of debt is not accurately measurable. The debt crisis in European countries and in the United States triggered a new debate on the reasons for excessive budget deficits and public debt. Besides general economic circumstances, much of the discussion focuses on the institutional and political factors that cause poor fiscal performance. Theories on political business cycles, partisan behavior, and weak governments try to explain the emergence of excessive deficits, e.g., (Alesina, Perotti, and Tavares, 1998; Persson and Tabellini, 1999; Rogoff and Sibert, 1988; Alesina, 1988; Roubini and Sachs, 1989b) .
Some researchers include the position of the minister of finance within the cabinet in their analysis. Compared to spending ministers representing only the interests of their own ministries, the finance minister is the most crucial cabinet member with respect to the deficit. She is the only minister with an overall responsibility for the budget. Therefore, the strength of the finance minister might have an influence on fiscal performance. As factors strengthening the minister of finance, the literature examines her procedural rights (Hagen and Harden, 1995; Hallerberg, Strauch, and Hagen, 2007) , her relationship with the prime minister (Jochimsen and Nuscheler, 2011) and the number of spending ministers in opposition to her (Hagen and Harden, 1995; Kontopoulos and Perotti, 1999; Volkerink and Haan, 2001) . Somewhat surprisingly, however, individual characteristics of the finance minister such as personal career planning, educational background and professional experience as well as gender and family status are unexplored.
This article is a first step to address this deficiency. With a new dataset that includes biographical information on the ministers of finance in German federal states, we test several hypotheses derived from existing theories on the political economy of budget deficits. The new dataset comprises information on the educational, the professional, and the political background as well as on gender and family status of all ministers of finance in former West German states from 1960 through 2009. We find that personal characteristics of finance ministers do influence fiscal performance. Our main finding is that the professional experience of the finance minister prior to her nomination affects public deficits. Finance ministers who gained financial expertise, e.g., in the financial business sector, achieve significantly lower deficits than all others. We do not find evidence that her education affects the deficit in any way. Apparently, it does not matter if the finance minister has a university degree or which subject she studied. Furthermore we find that neither the finance minister's gender nor her family status or her age affect public deficits. However, the strength of the finance minister within the cabinet increases with her tenure. The longer she is in office the lower are annual deficits. In coalition governments, the finance minister's position is even stronger if she and the prime minister belong to the same party. However, we do not find support for the partisan theory, i.e. politically left finance ministers do not incur higher deficits than politically right ones.
We employ various dynamic panel estimation methods and our main results are robust. Our findings are relevant for the design of democratic institutions, too. Perhaps the process of nomination of party candidates has to be reconsidered because professional experience is not the most important election criterion, so far. This opens up room for further analyses.
The article consists of six parts. The following second part briefly discusses the im-portance of political decision makers and describes related studies that use information about the individual background of (political) decision makers to explain policy outcomes in economic and monetary policy, changes in the form of government and corporate performance. The third part presents Germany's political and institutional background. In part four, we derive the hypotheses to be tested from a review of the literature focusing on the weak government hypothesis to explain fiscal performance. The fifth part introduces our dataset and, also, presents the estimation models and the results. The final part provides concluding remarks and some fiscal policy suggestions.
Relevance of (political) decision makers
Economic theory emphasizes the role of institutions and incentives for decision making or resulting economic outcomes. Studies analyzing the effects of political competition on the quality of politicians (e.g., Paola and Scoppa, 2011; Galasso and Nannicini, 2011) indicate that stronger political competition increases the quality of politicians in terms of their educational attainment and professional experience. Political decision makers themselves and their characteristics have received much less attention, however. It is rarely discussed what actually makes a politician competent.
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Still, some economic scholars empirically study the influence of (political) decision makers' personal characteristics on their (business) performance. Thereby, four areas are addressed: (i) economic policy, (ii) monetary policy, (iii) changes in the form of government and (iv) corporate performance. In the following subsections, we briefly discuss related studies in these areas.
Economic policy
Only a few scholars have studied the influence of political decision makers on economic policy empirically.
2 Jones and Olken (2005) , for example, discuss how the death of a political leader affects growth in 130 countries. They find a statistically significant effect of incidental leadership changes on growth -especially in autocratic countries. Persson and Zhuravskaya (2011) analyze the influence of the background of provincial leaders on local public policy in China. They find that politicians who built up their career within the region they govern provide more local public goods. Nevertheless, Jones and Olken (2005) as well as Persson and Zhuravskaya (2011) do not consider the individual characteristics -despite regional relatedness -of political leaders and therefore no conclusions can be drawn with respect to these characteristics. Dreher et al. (2009) investigate the influence of the educational and professional background of the head of government on the implementation of market-liberalizing reforms. Their study provides empirical evidence for the relevance of the professional background, e.g., they find reforms to be more likely under a head of government who worked as an entrepreneur previously. Congleton and Zhang (2009) use a similar approach and analyze the influence of U.S. presidents on economic growth. Their results indicate that higher levels of education and specific professional experiences of a president substantially increase economic growth. The results of Dreher et al. and Congleton and Zhang are more robust for the professional experience than for the educational background.
Furthermore, some researchers concentrate on the impact of women on economic policy. In 2004 Chattopadhyay and Duflo (2004) analyze the influence of women representation in local councils in India on the types of locally provided public goods. They show that council members invest more in infrastructure that is directly related to the needs of their own gender. Similar results can be found in Svaleryd (2009) . She studies whether women's representation in Swedish local councils affects local public expenditure structures. Her results show a positive relation between the share of women on local councils and the spending on childcare and education relative to elderly care.
Monetary policy
In the field of monetary policy, scholars discussed individual characteristics of decision makers already in the early 1990s. Of particular interest is how the voting behavior in the Federal Open Market Committee and the resulting U.S. inflation rate is affected by the educational and professional background of the committee's members (cf. Chappell, Havrilesky, and McGregor, 1995) . In the first international study, Göhlmann and Vaubel (2007) find strong evidence that the inflation preferences of members of the central bank council depend on their education and professional experience. According to them, more law graduates in the council come along with higher inflation rates compared to economists while former members of the central bank staff are accompanied by significantly lower inflation rates than former politicians. Related studies by Farvaque, Hammadou, and Stanek (2009, 2011) support these results on the relevance of professional experience. Additionally, they find evidence that more women in the council reduces the inflation rate, a result that is statistically significant. Again and similar to economic policy, the results for education are less robust than for the professional experience.
Changes in the form of government
Another field of research where political decision makers are under consideration examines institutional and constitutional changes in the form of government. Jones and Olken (2009) investigate the effects of assassinations and assassination attempts against political leaders on the institutional setup within a country between 1875 and 2004. They find that a successful assassination of autocrats will significantly increase the likelihood of a transition to democracy thereafter. A related study by Hayo and Voigt (2011) yields similar results. Though the results of both Jones and Olken (2009) and Hayo and Voigt (2011) demonstrate that the circumstances under which the reign of political leaders is terminated matter for changes in the form of government, but their results do not indicate whether the individual characteristics of political leaders themselves are relevant for such changes.
Corporate performance
Other scholars investigate how the individual characteristics of decision makers affect corporate performance. Hau and Thum (2009) , for example, study the influence of super-visory board members on the profitability of Germany's largest banks. They demonstrate that the underperformance of Germany's state-owned banks in the financial crisis can be traced to lower levels of 'boardroom competence' of their supervisory board members. They measure competence based on educational attainments and professional experience in business or finance and find the latter to be relevant, but not the former.
However, scholars in business and management have discussed the relevance of corporate decision makers like the CEO for profits or stock prices more often than economists. In an early study, Johnson et al. (1985) find evidence that stock price movements after the death of a senior corporate executive depend on the status of the executive who passed away. Bertrand and Schoar (2003) examine the impact of the CEO and show that her educational background, her age and her tenure are substantially relevant for several corporate decisions on investments, cash holdings or the debt leverage.
Several studies also take the gender of corporate decision makers into account. However, results are rather mixed. In their comprehensive study Dezsö and Ross (2008) show that companies with a higher share of women in the top management have a higher market valuation (measured by Tobin's Q), although they could not find a significant effect of the gender of the CEO herself. Their data set covered 1,500 large U.S. based companies between 1992 and 2006. Others, like Adams and Ferreira (2009) , find a negative relation between the fraction of female directors and both the market valuation (Tobin's Q) and return on assets. Their unbalanced panel consisted of 2,000 U.S. based companies between 1996 and 2003.
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The studies in the areas economic policy, monetary policy, and corporate performance point out that decision makers and their personal characteristics matter for political and economic outcomes. The results also indicate a higher relevance of professional experience compared to educational attainment. Only the analyses on changes in the form of government do not find an influence of personal characteristics on the relevant outcome.
Institutional setting

Germany's federal design and political parties
The 'Federal Republic of Germany' (Frg) is a federal state consisting of three levels of government, namely the federal level (Bund), 16 states (Länder), and about 11,340 local authorities (Gemeinden). Germany has only had 16 states since 1990: 10 former West German states, five former East German states, and Berlin. Note that not all 10 West German states existed when the Frg was founded. Three southwestern states formed Baden-Württemberg after a merger in 1952. The Saarland joined the Frg in 1957, following a period of French administration. Therefore, we start our analysis in 1960. Furthermore, we follow the related literature and do not include Berlin and the five East German states. The time after the German reunification in 1990 is too short to provide a sufficient variation in the (political) variables of interest for the five East German states. The city state of Berlin is not included because Berlin was divided prior to reunification. While divided, the Eastern part was the capital of the Gdr and the Western part was affiliated with the Frg. Both parts received substantial funding from the respective central government, thus limiting the need to issue debt.
Before 1960, the party system was relatively unstable and several small regional parties were in government coalitions for a short period and, subsequently, disappeared or merged with other parties. Modern Germany has five major political parties. The Christian Democratic Union (Cdu, i.e. centre-right) 4 , the Social Democratic Party (Spd, i.e. centre-left), the Free Democratic Party (Fdp, i.e. liberal) 
Fiscal federalism in Germany
The 16 states are endowed with their own powers including an autonomous budget. Although, the local authorities have the right to independently administer their own affairs, their fiscal independence is rather limited. Thus, due to the formal independence of the local authorities, state governments cannot be made responsible for narrowly limited local deficits. Therefore, it is logically consistent to concentrate on state deficits and neglect local deficits.
The fiscal federalism structure in Germany is dominated by joint taxes where tax revenue is shared across all three levels of government. Where the federal level has no restrictions concerning the design of its own taxes, sub-national governments have little power when it comes to setting taxes. States do not have any tax setting autonomy.
5 The local level can raise some smaller taxes and can determine the tax rate for real estate tax and for business tax. Still, the federal and the state level negotiate the distribution of tax revenue out of joint taxes. As a consequence, citizens often have no idea which level of government is responsible for their tax burden. That makes it almost impossible for them to control their governments in this policy area and this might give politicians incentives to pursue fiscal policy in a suboptimal way.
Until the end of 2010, there were no restrictions for federal-and state-level debt issue.
In the federal as well as in many state constitutions there was a formal requirement that a government's net borrowing should not exceed its planned investment expenditures. However, this requirement was linked to standard economic conditions, which lessened the strictness of the rule. 
Political economy of public deficits
Public finance theories on budget deficits concentrate on partisan politics, political opportunism and weak governments. For the German states several empirical studies try to explain the development of state deficits using these theories (Seitz, 2000; Galli and Rossi, 2002; Jochimsen and Nuscheler, 2011) . Therefore, we take variables based on these theoretical attempts as controls only.
Instead we focus on the role and characteristics of the finance minister. Traditional public finance theory assumes that all cabinet members have control over some part of the budget, but no member is responsible for the whole budget. In those settings sound public budgets have the same characteristics as public goods. A common pool problem emerges (Buchanan and Tullock, 1962, ch. 11 ) that could be overcome -or at least softened -by centralizing financial responsibility. If the budget is set up decentralized, spending ministers independently develop their expenditure plans. According to Hagen and Harden (1995) , a suboptimally large budget then will result. Within the cabinet, the minister of finance is particularly important for fiscal performance because she is the only member of the cabinet -beside the prime minister -not promoting the interests of a spending ministry: She is assumed to be immune to the spending bias of her colleagues. Her political success comes along with a sound fiscal policy and only this policy will raise her prestige and, thereby, her re-nomination or re-election probability. Consequently, her interests regarding borrowing should be more in line with those of the average taxpayer (cf. Hagen and Harden, 1995; Hallerberg and Hagen, 1999; Feld and Schaltegger, 2010; Jochimsen and Nuscheler, 2011; Wehner, 2010) . Therefore, we concentrate on a still unexplored aspect of the theory on weak governments, namely the position of the finance minister within the cabinet.
Personality of the finance minister
The common view is that a strong minister of finance may resolve the common pool problem of weak governments by disciplining her minister colleagues. However, there is no common understanding of what makes a finance minister strong. Some contributions focus on the procedural rules of the finance minister in the budget process (e.g., Hagen and Harden, 1995; Hallerberg and Hagen, 1999; Hallerberg, Strauch, and Hagen, 2007 ). Yet, procedural rules are roughly identical in all German states. Other authors focus on tenure (Feld and Schaltegger, 2010) and party affiliation (Jochimsen and Nuscheler, 2011) . We pick up those approaches and include them in this study.
Still, the personality of the finance minister and the relevance of her individual characteristics for fiscal performance are unexplored. Besley (2005, p. 58) argues that 'modern political economy has tended to focus only on the incentives faced by politicians for good or bad behavior, while neglecting the importance of selection. But no society can run effective public institutions while ignoring the quality of who is recruited to public office and what they stand for.' This article takes first steps in this direction. Jochimsen and Nuscheler (2011) are the first to define 'strengths' of the finance minister in the context of an empirical study. They consider the finance minster to be in a strong position if she belongs to the party of the prime minister. This definition fits well to Hallerberg and Hagen (1999) , who put forward that the finance minster can only set up the budget according to her and the taxpayers' preferences if she is supported by the prime minister. This backing is more likely to come if both the prime minister and the finance minister have the same party affiliation because then they will probably have more political views in common.
Authority, reputation, and time horizons
Hypothesis 1
If the finance minister and the prime minister belong to the same party in a coalition government the finance minster will be stronger and, therefore, the deficit will be lower than otherwise. Following Barro's (1973) discussion on politician's time horizon and the potential "lame duck" effect, it is plausible that the time horizon of the finance minister affects fiscal policy and public debt. Tirole (1994) points out that career concerns are probably the main driver for politicians. In the absence of substantial monetary rewards (compared to the business sector), they are concerned with the effect of their current performance on their reputation and future career, i.e., re-election or career prospects in the private and public sector. Besley and Case (1995) expand this idea in their reputataion building model, in which the incentives for reputation building are weakened by shorter time horizons due to term limits. Basically, this describes the well known last period problem in a repeated game setting. Following Besley and Case (1995) , finance ministers with a short time horizon, e.g., ministers close to retirement, may not be as effective as younger finance ministers.
Hypothesis 2
The closer the finance minister is to retirement the greater the deficit will be. Feld and Schaltegger (2010) regard finance ministers with a greater tenure as indicator of government stability and argue that longer-tenured ministers of finance enjoy more authority and a politically powerful position towards the legislative, interest groups, and the other members of the cabinet, namely the spending ministers. Also Lott and Reed (1989) say that political markets sort out poorly performing politicians over time.
Hypothesis 3
The longer the tenure of the finance minister the stronger is her position in cabinet and the lower the deficit will be.
Educational background and professional experiences
It is a difficult task to measure the quality of politicians since there is not a single unquestionable indicator for politician quality. We will follow the related literature (e.g. Dreher et al., 2009; Göhlmann and Vaubel, 2007; Hau and Thum, 2009 ) and draw upon the human capital of politicians, which they acquired during their education and previous employment, in order to measure their quality (cf. Becker, 1993) . The educational and the occupational background may affect the identity of the finance minister (in the sense of Akerlof and Kranton, 2005) and her attitude towards fiscal policy. Thus, the finance minister may act as partisan for her beliefs literally shaped by this formation professionnelle. One could expect that trained economists and business people may dislike deficit spending more than other people do.
If political competition is strong and commitment is binding, one might think that the background of politicians should not influence their decisions but rather that their positions converge (Frey, 2000, p. 20) . However, there are limits to credible policy commitments. Consequently, we think that academic and professional qualification will matter.
Hypothesis 4 An education in economics or business and professional work experience in the finance sector will strengthen the finance minister and, consequently, lower budget deficits.
Gender and family status
Additionally, the gender of the finance minister might affect the deficit as well for possibly two reasons. First, several studies in behavioral economics find women to be more risk averse than men.
6 However, other studies, focusing on managers and business professionals, could not find differences in financial risk preferences between men and women, once the financial and managerial knowledge is taken into account (Johnson and Powell, 1994; Atkinson, Baird, and Frye, 2003) . Given the later results, we do not expect different deficits for female and male finance ministers. However, an alternative reason is that women and men may differ in terms of leadership effectiveness. Ministers in German state governments are predominantly male; the few female ministers usually head 'softer' ministries responsible for education, social or family policy (McKay, 2004) . Sociologists have explained this underrepresentation of women in top-level positions with double standards for women and men (Foschi, 2000) and higher barriers for women to be appointed for a leadership position like the finance minister in our case (Lyness and Heilman, 2006) .
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If a woman must be "twice as good as a man" in order to be appointed to a leadership 6 Eckel and Grossman (2008) and Croson and Gneezy (2009) offer two reviews of the economic literature on gender differences in risk preferences. 7 Reskin and Bielby (2005) review the literature on the underlying social differentiation process.
position -like the finance minister -then women may be more effective leaders and superior performers compared to their male colleagues (Eagly, Karau, and Makhijani, 1995) .
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Therefore, female ministers of finance may incur lower deficits.
Hypothesis 5 A female finance minister will have lower deficits than a male one.
The family status of the finance minster can influence her attitude towards debt, too. If the finance minister has children one might assume that intergenerational equity is more important for her than otherwise. Because of an increased awareness of the implication of high public debt for future generations and of the importance of fiscal sustainability finance ministers with children should realize lower deficits (Barro, 1974) .
Hypothesis 6 Finance ministers with children will have lower deficits than others.
Having deducted hypotheses on the impact of the finance minister's individual characteristics on public deficits, we regard it as necessary to discuss the potential issue of reverse causality. The electorate might choose specific politicians as an instrument to ensure the adoption of a specific policy and in the same way parties might use candidate nomination as a signal for their commitment to specific policies (Besley, 2005) .
9 Then, the selection of politicians would be endogenous. And indeed, some studies suggest that the qualification of politicians depends on the intensity of political competition. Paola and Scoppa (2011) show empirically that the qualification of local politicians in Italy increases with political competition. Galasso and Nannicini (2011) find a similar effect for the Italian parliament and furthermore show that politicians from opposing political coalitions -with different qualification levels on average -converge to high levels of qualification in highly contested electoral districts. Besley (2005) discusses the self-selection of politicians as another source of endogeneity when he suggests that high opportunity costs make it unlikely that business people engage in politics in developed societies with a booming private sector. Gehlbach, Sonin, and Zhuravskaya (2010) have an even more pessimistic view. They take 'businessman candidacy' as an indicator for weak institutions and as a mean to avoid the cost of lobbying in immature democracies.
Even though we cannot rule out these possible reverse causalities completely, we do not regard these aspects as major issues here given the usual restrictions in the complex process of cabinet formation in the German states. The appointment of the finance minister and other cabinet members in the German states follows a different pattern. First, the number of potential candidates will usually be limited and will not cover the entire set of educational attainments and professional backgrounds. Second, the prime minister has to present a well-diversified and balanced cabinet to ensure the representation of all relevant groups, for example, varying regions, conflicting party wings, and different genders. Therefore, it is very unlikely that the education or the professional experience of the candidates will be the pivotal point in the selection process.
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Finally, it is worth mentioning that if such a reverse causality exists it would cause a positive relationship between the educational and professional attainment of the finance minister and the deficit. Economists or professionals with finance expertise would serve as finance ministers especially in times with high deficits. We expect the opposite relationship as stated in our hypotheses above.
Traditional theories on budget deficits as control variables
Following Downs (1957) , the aim of an incumbent politician is to remain in office. In this case the objectives of all politicians become identical and party ideology does not matter any more. The resulting opportunistic behavior might cause political business cycles. Alesina, Perotti, and Tavares (1998) , Persson and Tabellini (1999) , Rogoff and Sibert (1988) and Rogoff (1990) discuss such political business cycles for fiscal policy. If there is a political business cycle in the German states deficits in pre-election or election years should differ significantly from those in all other years.
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In contrast to political opportunism, Kirschen et al. (1964, ch. IX) and Hibbs (1977) argue that economic policy outcomes are driven by government ideology. Ideologically motivated politicians want to win elections, too, but only in order to implement their desired policy. Left-wing politicians are expected to be more concerned with redistribution and to pursue more expansionary policies compared to right-wing politicians. As the German states cannot influence their tax revenue, expansionary spending programs will increase the deficit. Consequently deficits will be higher with politically left finance ministers.
Furthermore, weak governments might cause high deficits. According to Hagen and Harden (1995) , fragmentation of government can be taken as an indicator for weakness. Government fragmentation increases with the number of coalition partners or with the overall number of ministers within a cabinet. Following the seminal contributions of Roubini and Sachs (1989a,b) , several empirical studies show that more fragmented governments are associated with higher government expenditures and larger deficits. 
Empirical Analysis
Model specification
In our analysis, we consider the deficit of the German states in real terms per capita as the most appropriate indicator of the finance minister's strength. In the empirical public finance literature, it is well established that in order to ensure stationary panels, the variable of interest, here the public deficit, must be transformed. Three concepts are principally used: First, growth rates; second, normalizing to a ratio of Gdp; or, third, normalizing to per capita values. We follow the later and deflate the deficit data and normalize it with the state population for mainly three reasons. First, by using the deficit data we avoid comparing apples and oranges given the large differences of indebtedness between German states. Taking the debt level or its growth rate implicitly relates the performance of the finance minister to her predecessors within a state.
13 Second, an interpretation of the deficit to Gdp ratio might be misleading for the German states. The regional Gdp differs largely between states and over time, but it has only limited impact on regional revenues as the equalization scheme levels out the differences between the states. Whereas business cycle related expenditures, like unemployment benefits, are not borne by the states (for a discussion of the expenditure structure of the states see Seitz, 2008) . It is not the state level, but the local level that benefits from increases in regional Gdp because local tax revenue remains to a far higher degree in the region than that of the state. Third, the equalization scheme allocates revenues to the states on a per capita basis and therefore the per capita normalization is most appropriate for state finances in Germany. After having examined its stationarity, the real deficit per capita is our variable of interest.
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The deficit in one period is not only influenced by current developments, but by past deficits, too. Therefore, we use a dynamic model in which we include the first lag of the dependent variable. Compared with other model specifications like a finite distributed lag or a model with an autoregressive error term, this specification assumes a geometrically declining influence of both the influencing factors and error terms of the past.
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Our dynamic model takes the following form:
13 To illustrate this, compare two states with different levels of debt and assume both finance ministers to be equally strong and to realize the same deficit in absolute terms. Looking at the debt level or its growth rate, the finance minister of the more indebted state faces a lower relative number or growth rate and thereby appears stronger than the minister of the less indebted state. Whereas for two states with the same growth rates of debt, the finance minister of the less indebted state appears to perform better as the absolute deficit is lower. 14 In accordance with our data set (large T and small N ), we use the Fisher-type unit-root test with the inverse Chi-square test statistic proposed by Choi (2001) . We could reject the null hypothesis that all states have a unit root in real per capita deficit for both specifications of this test, either based on augmented Dickey-Fuller (ADF) or Phillips-Perron (PP) unit-root tests. However, we had also to reject the null hypothesis of the Hadri LM test that the entire panel is stationary. Applying ADF tests for the 10 states separately, we identify the city state Bremen and the Saarland to have a unit root. This result is not surprising at all, since these states experienced severe deficits until they received additional fiscal transfers from the federal government between 1994 and 2004. During this bailout time, both states enjoyed a budget surplus and could reduce their debt level. However, after the end of the temporary transfers both states again had the highest per capita deficits. Thus, our test results probably arise from the bailout. As the time series of the remaining states are stationary, we use the real deficit per capita as our dependent variable and control for the bailout period. 15 For a detailed discussion of different models see Beck and Katz (2011) .
in which def icit i,t represents the real per capita public deficit in state i = 1, ..., N at time t = 1, ..., T and def icit i,t−1 its first lag. The vector x i,t comprises all variables referring to the finance minister. The economic and political control variables are summarized in vector z i,t , both vectors are described in detail later on. We capture nation-wide fixed time effects with the vector time t . Finally, µ i represents time-invariant state fixed effects. With respect to the error term we assume i,t to be normally distributed and
Description of our data set
We compiled a unique data set comprising yearly data on political decision makers and public deficits for the 10 West German states. Given the observation period from 1960 to 2009 and one missing value for Saarland in 1960, we obtain an unbalanced panel with 499 observations in levels and 489 observations in differences. We use data on credit market debt of the German states (within their core budget) and regional gross domestic product published by the German Federal Statistical Office. Deficits are calculated as debt changes. Both are deflated and normalized to real per capita terms using the consumer price index and regional population data (also published by the German Federal Statistical Office). Interest rate (discount rate) data is taken from Deutsche Bundesbank.
Furthermore, the data set captures the individual characteristics of all 110 finance ministers for the 10 West German states during the period under consideration. We compiled socio-demographic information of the finance ministers and their educational and occupational background based on the Munzinger biographical database (Internationales Biographisches Archiv) and other publicly available information (e.g., personal websites of politicians or government websites), Table 1 presents an overview. The State Chancelleries provided data on government (coalitions) and cabinet structure as well as election dates.
We took February 1st as cut-off date. Thus, the annual individual characteristics in our data set refer to the finance minister (or cabinet) who was in office on this day of the respective year. We chose this cut-off date as several states held regular elections in the last months of the year and quite often the newly formed government comes into office in January. This cut-off date allows us to consider the finance minister in office during the entire budgetary year and not the one who -by chance -stayed in office only until the end of January.
Socio-demographic characteristics of the finance ministers
The 110 finance ministers have a rather heterogeneous socio-demographic background. On average, they were appointed at the age of 51 while the earliest appointment was at the age of 34, the latest at 67. They were in office for an average of 3.5 years. While some ministers served only a few months, the finance minister with the longest tenure served for more than 16 consecutive years. On average the finance ministers had 2.5 children; one finance minister had 11 children. However, they were predominantly male with only seven female finance ministers, who collectively served for around 24 years and account for five percent of observations in our sample.
Educational and occupational background of the finance ministers
In our sample, all 110 finance ministers either passed the final secondary-education exam (the German 'Abitur') or a vocational training (apprenticeship). Three quarter of the ministers (83) earned a university degree (Edu_Uni) and, out of those, 41 added a PhD (31 percent, Edu_PhD). We use the remaining 27 ministers without a tertiary education as reference category. Most ministers who graduated from university studied law, namely 42 (Law), 29 studied business or economics (Economics), nine humanities or other social sciences (Humanities) and four science or medicine (Science).
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Moreover, we coded the minister's work experience in different sectors prior to their appointment. Like the fields of study, the formed groups are not mutually exclusive.
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Not surprisingly, a majority of 88 out of 110 ministers were members of parliament (Mp) prior to their appointment (in either the state parliament, the federal parliament or the parliament of the European Union). The second largest group with 68 ministers worked in the public sector (Public), thereof 60 in general public service (Public_other)and 15 in the field of public finances, e.g., tax authorities or treasury (Public_finance). A total of 47 ministers gained professional experience in the business sector (Business), thereof 15 in the financial sector (Business_finance) and 38 in other business sectors (Business_other). In total, 40 finance ministers previously served as a spending minister. 11 ministers worked in academia (Academia), thereof six worked in economic or business research institutes or university departments. Seven were journalists, seven lawyers and three worked as party officers (Others). Taking the finance related subsectors of academia, the business and public sector altogether, a total of 30 ministers gained financial expertise (Finance_expertise). 18 We suppose that all the experiences that the finance ministers had over the course of their professional career are relevant for later performance.
Position of the finance ministers
We follow Jochimsen and Nuscheler (2011) and include a dummy variable for when the finance minister in a coalition government has strong ties with the prime minister as they both belong to the same party (Affinity). Furthermore, we take into account the 16 Note that some ministers studied multiple subjects. As we coded all subjects for them, simply counting the numbers of university degrees would give a wrong number of 84 university graduates instead of the correct 83 17 In their related work on members of central banks' monetary policy committees Göhlmann and Vaubel (2007) and Farvaque, Hammadou, and Stanek (2009, 2011) only consider the dominant professional experience, i.e. the longest experience. We do not follow this approach and instead use all available information to fully capture the professional career prior to their appointment. Thus, the dummy variables covering the sectors mentioned above will assume the value of one if a finance minister has any experience in the respective sector. Therefore, these dummy variables are not mutually exclusive and for a minister who gained experience in three sectors for example the sum of these variables will be three compared to one following the approach of Göhlmann and Vaubel (2007) and Farvaque, Hammadou, and Stanek (2009, 2011) . 18 The variable Finance_expertise is a summary variable taking the value of one if a minister gained financial expertise in one or more of the academia, the business or public sector.
political orientation of the finance minister with the dummy variable (Left) that takes the value of one if the finance minister belongs to the Social Democratic Party or the Green Party.
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Economic and political control variables
We control for the state of the economy by including the growth rate of regional gross domestic product in real terms per capita (Gdp). As the deficit may depend on the cost of borrowing, we also include the real interest rate (Interest) that is the same for all states. 20 At first glance, it may be plausible to include the level of state indebtedness as well. We refrain however to include any lagged debt level as this basically equals the cumulated deficits of the past. Recall that we already estimate a dynamic model by including the first lagged deficit.
Even though we have normalized both public deficit and Gdp to per capita values, we include the regional population (Population) as control variable to capture economies of scale in the provision of public goods.
21
Furthermore, we acknowledge the financial support that Bremen and the Saarland received from the federal government with a time dummy (Bailout) for both states during the respective years.
Additionally, we control for two effects described in the traditional political economy literature. First of all, we control for years with elections in the respective states (Election).
22 . Furthermore, we account for the government fragmentation by including the probability that two randomly drawn ministers belong to different parties (Fraction) as it is used, for example, in the well established World Bank Database on Political Institutions. In pure single-party governments this variable takes the value of zero while higher values indicate more fragmented governments in which ministers belong to different parties. Table 1 presents the descriptive statistics of the control variables as well. Definitions and sources of all variables can be found in table 6 in the appendix.
Estimation methods
Given our state-specific effects µ i and the inclusion of a Ldv in the regression, the Ordinary Least Squares (OLS) estimator is inconsistent. Specific panel-data estimators like the Fixed Effects (FE or Least Square Dummy Variable (LSDV)), and the Random Effects (RE or Generalized Least Square (GLS)) estimator wipe out the unobserved timeinvariant heterogeneity and thereby solve the omitted variable bias. However, they do not eliminate the Ldv being correlated with the transformed error term (cf. Baltagi, 2008, ch. 19 For a finance minister belonging to the Left Party, the dummy variable (Left) would take the value of one, too. However, the first finance minister belonging to the Left Party came into office in November 2009 and is not included in our data set as we restrict our analysis to the West German states between 1960 and 2009. 20 We do not control for employment or unemployment levels due to the fact that labor market related expenditures are mainly born by the social security system and the local level. 21 We expect states with a larger population to have lower per capita expenditures and therefore lower borrowing and vice-versa. Under the financial equalization scheme small states receive additional financial support for higher costs of political leadership. 22 The Election dummy variable is based on the same cut-off date that we use to identify the relevant finance minister for a respective year. However, for the coding of the Election dummies it should not matter whether we use the January 1st, February 1st or March 1st. Out of 122 state elections in our sample only five took place in January and eight in February. Note: All information refer to February 1st of the respective year, i.e., the cabinet or the finance ministers who were in office on February 1st. Table 6 in the appendix provides a detailled description of variables and data sources. Nickell (1981) , the LSDV estimator is unbiased only as T approaches infinity and generates severely biased coefficients for finite T , i.e., in short panels. He shows thatγ is downward biased for γ > 0 and the other coefficient estimates are upward biased if they are positively correlated with the Ldv or vice-versa.
8). According to
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Given our relatively long (T = 50), but small (N = 10) panel data set, one may argue that the bias of the LSDV estimator induced by the Ldv is negligible.
24 However, given the low number of 499 observations, we regard it as necessary to examine alternative estimation methods. Two general procedures are used to resolve the Nickell bias either by using instruments to obtain unbiased estimates or by directly correcting for it.
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Following the first approach, the equation (1) is transformed to elminiate the timeinvariant effects, e.g., Anderson and Hsiao (1981, 1982 , AH estimator) and Arellano and Bond (1991, AB estimator) propose using first-differences. Then instruments are used for the transformed Ldv in order to eliminate the correlation with the transformed error term. Anderson and Hsiao (1981, 1982, AH estimator) , for example, use further lags of the difference of the dependent variable ∆d Arellano and Bond (1991) argue that there are more instruments available and propose a generalized method of moments (GMM) procedure. As the AB estimator exploits all valid lags of the dependent variable as instruments, it is more efficient than AH. Blundell and Bond (1998, BB estimator) suggest to use first-differenced instruments in the untransformed equation and instruments in levels for the first-differenced equation. However, the estimators discussed so far are well suited for large samples, but have poor finite sample properties and would generate biased estimates for small samples.
The second approach relies on the standard fixed-effects estimator (LSDV), but uses an approximation of its bias to obtain a bias-corrected estimator (LSDVc).
26 The simulation studies of Judson and Owen (1999) and Bruno (2005a) as well as Kiviet and Bun (2001) and Bun and Kiviet (2006) show that the LSDVc estimator generates more accurate estimates and lower standard errors than the other estimators described above -particularly with long, but small panels. Given the properties of our data set (T = 50 and N = 10), we employ the LSDVc estimator for our analysis.
The correction procedure of the LSDVc estimator requires an initial consistent estimate of the coefficients, which can be obtained using one of the mentioned AB, AH, or BB estimators. We use the AB estimator as it is more efficient than AH (Arellano and Bond, 1991) and appears to be more robust than BB (Bruno, 2005a) . In accordance with the results of Bruno (2005a) and Kiviet (2003, 2006) , we base the bias correction on the bias approximation in powers of T −2 N −1 . The simulation study of Kiviet and Bun (2001) demonstrates that the bootstrap procedure for the estimation of T −1 . The bias ofγ stays negative and becomes larger in absolute terms when exogenous regressors are included, but still approaches zero as T becomes sufficiently large. 24 And in fact using the approximation of Nickell (1981) , the LSDV estimateγ might be downward biased by around six percent for a real γ = 0.5 in a model without any other regressors. 25 See Behr (2003) or Baltagi (2008, ch. 8 ) for a general discussion. 26 Kiviet (1995) derives such an estimator by refining the bias approximation of Nickell (1981) in powers of T −1 , Bias approximations in powers of (T N ) −1 and T −2 N −1 are suggested by Kiviet (1995 Kiviet ( , 1999 . Simulation studies showed that the bias approximation in powers of T −1 already accounts for more than 90 percent of the bias in balanced Kiviet, 2003, 2006) and unbalanced panels (Bruno, 2005a) . the variance-covariance matrix of the LSDVc estimator often outperforms the analytical variance estimator. We follow their suggestion and apply the bootstrap procedure for the standard errors with 200 repetitions.
Furthermore, we use the Arellano-Bond test on first-order autocorrelation of the residuals for all our regressions and -as expected -cannot reject the null hypothesis. However, there is no second-order autocorrelation in the residuals. We can clearly reject the null hypothesis of the Sargan test of over-identifying restrictions. Table 2 and 3 illustrate the regression results. Before we turn to our hypotheses on the role of the finance minister, we briefly cover the base model in the first column of table 2 in which only the economic and political control variables are included.
Estimation results
The results indicate a rather strong path dependency of the deficit, as the estimated coefficient of the lagged deficit is positive, larger than 0.5, and highly significant. The coefficient of Gdp growth has a negative sign and is insignificant as expected. This supports our argument against the deficit to Gdp ratio as dependent variable since state deficits and the regional Gdp growth are only weakly related due to the fiscal equalization scheme and the fact that only a few business cycle related expenditures are at the state level. The coefficient for Interest has the expected negative sign, but is insignificant. The coefficient of the regional Population has a negative sign and is highly significant indicating that states with more inhabitants have lower per capita deficits. Bremen and Saarland, for example, are not only the two smallest states, but also the two states with persistently high deficits. Two reasons might explain this result. First, there will be economies of scale in government structures favoring larger states. The fiscal equalization system addresses this with lump-sum transfers from the federal government to the smaller states. However, our results suggest that these transfers are not large enough. Second, wheeling and dealing might be more prevalent in smaller states.
During the federal government bailout for Bremen and the Saarland, both states significantly reduced their annual deficits by around Eur 248 per inhabitant (Bailout).
Both variables capturing the traditional political economy theory on political business cycles (Election) and weak governments (Fraction) are insignificant. while the former has the expected positive signs, the later has an unexpected negative sign. However, we find no support for significant differences in deficits neither in election years and nor for more fragmented governments.
Authority, reputation, and time horizons
Turning to the finance minister, model 2 includes her affiliation with the prime minister as well as her age. Our variable Affinity for finance ministers belonging to the prime ministers party (in coalition governments only) has the expected negative sign and is significant at the 10% level. The variable Fraction, capturing the government fragmentation, turns positive but remains insignificant. While the results of our base model indicate that more fragmented governments, i.e. coalition governments, do not have significantly higher deficits per se, model 2 shows that finance ministers can realize lower deficits in a coalition government if they belong to the party of the prime minister and, therefore, enjoy a greater authority within the cabinet. This results is in line with Jochimsen and Nuscheler (2011) . Furthermore, we find no evidence for the partisan Notes: The LSDVc estimator was applied with an initial Arellano-Bond estimate and 200 bootstrap repetitions. The estimates include both year dummy (time fixed effects) and state dummy (country fixed effects) variables that are not shown here. *** indicates significance at 1% level, ** at 5% level and * at 10% level respectively. Standard errors are reported in parentheses.
theory. Finance ministers belonging to the Social Democratic Party or the Green Party (Left) do not exhibit significantly higher deficits. This result is consistent with most of the related studies on public finances in the German states that could not find partisan effects for overall spending or deficit (e.g., Seitz, 2000; Galli and Rossi, 2002; Jochimsen and Nuscheler, 2011) . However, some more recent studies reveal that politicians act as partisans by changing the budget composition according to their ideological priorities, thereby leaving the deficit unaffected (e.g., Potrafke, 2010; Schneider, 2010) . The age of the finance minister, however, is not significant, neither the linear nor the quadratic term (Age, Agesq). Since age varies largely widely across the 110 finance ministers, we include the tenure instead of the age of the finance minister in model 3 to acknowledge the experience gained in office and find longer-tenured finance ministers to issue significantly less new debt than the newly appointed. The linear term Tenure has a positive sign, but is not significant while the quadratic term Tenuresq is negative and significant.
27 This confirms the results of Feld and Schaltegger (2010) and indicates that newly appointed ministers need some time to build up experience and to use their authority within the cabinet to lower the deficit.
Educational background and professional experiences
We find no evidence that the educational background of the finance minister affects public deficits. All educational variables are statistically insignificant -both with respect to the highest educational level attained (model 4) and the field of studies (models 5 and 6). We also could not reject the test on joint significance of theses variables in both estimations. The results are reported in table 2.
Turning to the professional experience of the finance minister, we first consider only our six main categories covering the previous profession of the finance minister in model 7: Academia, Business, Mp (members of parliament), Spending_minister, Public, Other. No category is significant at the 10 percent level.
Model 8 examines the effect of the finance ministers' financial expertise in distinguishing categories and yields the expected result that finance ministers with working experience in the financial business sector (Business_finance) can reduce the public deficit (at the 1 percent significance level). However, the working experience in the non-finance business sector (Business_other) increases public deficits significantly. Former member of parliaments (Mp) also incur lower deficits. All other sub-categories are insignificant.
As we are especially interested in the overall financial expertise gained by the finance minister prior her appointment, the summary variable Financial_expertise is included in model 9 to capture all finance-related work experience in either the financial business sector, public finances or as professors in business or economics: As expected the variable has a negative sign and is highly significant indicating that finance ministers with high levels of financial expertise can realize lower deficits. In model 10, we have decomposed the category Other, however, none of its three subcategories is significant.
Overall, we find no evidence for her education affecting the deficit. However, we find that professional experience in the financial field prior to appointment significantly reduces state deficits. Our findings are in line with results from studies in monetary and economic policy (e.g., Dreher et al., 2009; Farvaque, Hammadou, and Stanek, 2009; Hau and Thum, 2009 ) that show professional experience to be more influential than the educational background. Remember that we do not expect reverse causality to be of major importance here. Moreover such a reverse causality would yield a positive coefficient or at least cause an upward-biased estimate, while we observe a significant negative coefficient of the variable Finance_Experience, as expected.
Gender and family status
Turning to gender and family status of the finance minister in model 11, one can see that these two individual characteristics clearly do not affect public deficit. Female ministers do not incur significantly higher deficits than their male colleagues. Furthermore, we find no evidence that finance ministers with children incur significantly lower deficits than ministers without. Also the number of children has no statistically significant effect on public deficits (model 12).
Robustness checks
We test the robustness of our results in several ways. First of all, we test alternative cut-off dates instead of our chosen cut-off date February 1st. We obtained similar results for the Tenure/Tenuresq and the Financial_expertise variables for various cutoff dates during the first half of a year (see table 4 ). Furthermore, we have implemented two alternative specifications to capture time effects. The two estimations without any time effects and with dummy variables for specific events 28 , respectively, yield similar results in size and significance for the variable Finance_expertise and Tenuresq. The Election dummy variable became significant as well (see table 5 ).
Additionally, we control for the robustness of our results with respect to alternative estimators like pooled OLS, the fixed effects estimator (LSDV) and the Arellano-Bond estimator. Rerunning the regressions, we find that our main results are robust to these alternatives.
29 It is not surprising that the significance of the Finance_expertise variable vanishes with a p-value of 13.3% for the pooled OLS estimation since no state fixed effects are included here. However, its coefficient is rather robust and the variable Tenuresq stays significant with a p-value of 7.2%. However, the pooled OLS estimates are inconsistent due to the lagged dependent variable and the unobserved state-specific effects (see above). We use the same specifications for the fixed effects (LSDV) and the Arellano-Bond estimator as for the LSDVc estimator before and can replicate our results with both alternative estimators for most of the specifications (see table 5 ). We also challenge our implementation of the LSDVc estimator and used an alternative initial estimator (BB) (cf. Kiviet and Bun, 2001; Bruno, 2005b) . Our results remain the same. 
Concluding remarks
Although there is a large theoretical and an increasing empirical literature on the political economy of public deficits, the role and responsibility of the finance minister is so far neglected. This is particularly astonishing because in other policy areas, like economic policy, monetary policy, or corporate performance, the influence of individual characteristics on outcome and performance is already partly explored. By empirically analyzing the influence of the finance minister and her individual characteristics on public deficits in 10 West German states from 1960 to 2009, we try to overcome this shortcoming in public finance.
Using a new and unique dataset that includes the personal characteristics of all 110 relevant finance ministers, we employ several panel estimation techniques and report the following findings: There is strong evidence that the professional experience of the finance 28 Specifically, we use time dummies for both the first and second oil crises and the financial crisis (Oil1, Oil2, Fin_Crisis), for years after the German reunification (Reunification) and the inclusion of the East German states into the fiscal equalization scheme (Equalization). We also included a time dummy for the period of the federal government's bailout for Bremen and Saarland to control for potential indirect effects on all states (Bailout_period). 29 The estimated coefficient for the lagged deficit is higher with pooled OLS and lower with the fixed effects estimator than with LSDVc as discussed above. 30 Results are available upon request. minister prior to her nomination affects public deficits. Finance ministers who gained financial expertise, e.g., in the financial business sector, prior to their appointment achieve significantly lower deficits than all others. Furthermore, the finance minister's strength within the cabinet increases with her tenure. If she is more that 4.6 years in office annual deficits decrease significantly. In coalition governments, the finance minister's position is further strengthened if she and the prime minister belong to the same party. We do not find evidence that her education affects the deficit in any way. Apparently it does not matter if the finance minister has a university degree or which subject she studied. Our findings correspond with results from studies in monetary and economic policy showing professional experience to be more influential than the educational background, too. Also gender and family status of finance ministers do not affect public deficits. Female ministers do no issue more or less debt than their male colleagues. Children do not affect the attitude towards debt either. Moreover, we find no evidence for the lame duck argument as the age of the finance minister is irrelevant for public deficits. Finally, there is no support for the partisan theory, i.e. politically left finance ministers do not incur higher deficits than politically right ones. So what appear to be the characteristics of the 'perfect finance minister'? In times of fiscal stress and global fiscal uncertainties the 'perfect' finance minister should pay much attention to reaching a sound budget. It is more likely that she succeeds in doing so, if she has significant professional experience in the field of business finance and if she stays in office for a long time. Moreover, in a coalition government she should belong to the same party than the prime minister. It does not matter how old she is, or what (or if) she studied, or, for that matter whether the finance minister is male or female, with or without children. (Beck et al., 2001) . It gives the probability that two randomly drawn ministers are affiliated with different parties (independent ministers are counted 
